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Executive Summary

Source: Yahoo Finance

Source: Yahoo Finance

This data was captured on October 8, 2021. It may not be reflective of current data.

Stock Overview
Verizon Communications Inc. stock price has remained relatively stable over the last five years. It has stayed within
the boundaries of approximately $40.00 and $65.00. Verizon has the second highest market share in the industry
with a market cap of $220.42 billion. The company has also provided a healthy dividend yield of 4.89%. The high
dividend-yield along with a low price to earnings ratio and price to book ratio classify the company’s stock as a
value stock. With a beta of 0.45, the stock remains less volatile than the market. These statistics allow for Verizon to
be a great option for the risk adverse investor.

Investment Summary & Thesis
I am initiating a buy rating for Verizon Communications Inc. (VZ), with a 3-year target price of $146.54. This target
price allows for a potential upside of approximately 175.24% from the company’s October 10th closing price of
$53.24.
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Key Drivers
5G wireless along with 5G home and business internet
The next generation of data speed has been developed. With it come an increase in infrastructure spending, along
with consumer and business spending. Several researchers have forecasted that the number of 5G mobile
connections will continue to exponentially increase into 2025. 4G and 4G LTE saw similar trends during its release
and the years that followed. If 5G continues to follow the trends of its predecessors, then we will see its expansion
and the monetary spending on its innovation continue for the next 5-10 years. Verizon has expanded its 5G network
in parts of all 50 states, with 47 markets implementing home services and 42 cities offering business internet. The
company expects to continue the expansion of its 5G internet services across the United States until it reaches all its
current and new markets.
Next generation business to business applications
Verizon has begun rolling out its new 5G private fiber network solution. It is the first of its kind to be commercially
available. As the company continues to make new business partnerships, revenues for this business service are
expected to continue increasing. Verizon has already partnered with Apple, Google, and Mastercard. According to
Verizon, the company’s partnership with Mastercard has allowed for the companies to create the 5G mobile edge
compute, which will transform the contactless payment option for consumers and small to medium sized businesses.

Customer Differentiation
Verizon has launched its Mix & Match platform, which allows customers to choose between various services under
its 4G and 5G platforms to make a customized plan of their liking. The company has also released a new
promotional upgrade and broken-device trade offer. I believe this vector of growth will last for up to 3 years, as the
promotions may not be offered indefinitely. Other carriers may also implement similar platforms to Verizon’s Mix
& Match platform within the next 1-3 years once they realize the potential for such a platform.

Sources: Apple webpage, Google Webpage, Mastercard Webpage
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Business Description
Company Overview
Verizon Communications Inc is a U.S. based multinational holding company, that is amongst the world’s leading
providers of information, entertainment, and communications products to businesses, consumers, and government
entities. The company was founded on June 30th, 2000, following the merger of GTE Corp. and Bell Atlantic Corp.
Verizon currently has approximately 129,000 employees deployed around the world. Its corporate headquarters is
located in New York City, New York.
Business Segments
Verizon Communications Inc. uses two business segments to operate and manage as strategic business units:
Verizon Consumer Group and Verizon Business Group. Verizon Consumer Group consists of consumer-focused
wireless and wireline services, communication, and products. This also includes connectivity solutions, including
internet, video and voice services, and wireless network access. Verizon Business Group consists of
business/enterprise focused wireless and wireline services, communication, and products. Some additional products
the Verizon Business Group provides to its business customers are data, video and conferencing services, corporate
networking solutions, security and managed network services, local and long-distance voice services, and network
access. In 2020, Verizon Consumer Group was the largest portion of revenue, making $88.53 billion. Verizon
Business Group made $30.96 billion in revenue for the year. The remaining $9.33 billion was made through
corporate and other operations. The corporate and other portion of revenue stream is not considered a reportable
business segment by Verizon because gains and losses of that segment do not have an assessed performance and
some of its components serve consumers and businesses. This segment consists of investments in unconsolidated
businesses, Verizon Media, and insurance captives. Verizon Media’s 2020 operating revenue was $7.0 billion. Its
products include search properties, news, finance, mail, sports and entertainment, digital advertising, content
delivery, and video streaming.
Revenue By Segment:

Source: Verizon 10-K

Source: Statista
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Management and Corporate Governance
Executive Leadership
Hans Vestberg serves as the Chairmen and Chief Executive Officer of Verizon
Communications Inc. He took on the role of CEO in August of 2018 and the role of Chairmen in
March of 2019. According to the company’s website, Vestberg joined Verizon in 2017 as the
Chief Technology Officer and President of Global Networks and Technology. Prior to Verizon,
Vestberg served as the President and CEO of Ericsson for 6 years.
Matthew D. Ellis is the Chief Financial Officer and Executive Vice President

Ronan Dunne is the Executive Vice President and CEO of Verizon Consumer Group

Tami Erwin is the Executive Vice President and CEO of Verizon Business Group

Board of Directors
Hans Vestberg is currently the Chairmen of the Board of Directors. The Board consists of 11 members, of which 4
are women and 10 are non-employee directors. A majority of the board must be independent, along with only two
directors being current or former employees of the Verizon Communications Inc. There are no term limits for a
board member, but a director must retire from their position on the date of the annual shareholder meeting following
his/her 72nd birthday. Other requirements include independent directors to meet a minimum of twice a year and nonemployee directors to meet three times a year in executive session. All of the members must acquire and hold
Verizon stock with an equivalent value of three times the cash component of the annual board retainer within three
years of joining the board. According to Verizon’s corporate governance guidelines, there are four committees of the
board: Audit; Corporate Governance and Policy; Finance and Human Resources. The board can change the number
of committees as it sees fit. As required by law or regulation, the committees will consist of independent members.

Sources: Verizon Webpage
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Industry Overview and Competitive Positioning
Verizon Communications Inc. operates within the Telecom Services industry. This industry provides the
infrastructure and services needed to transmit messages, signals, and data. This includes wireless and wireline
services. As of 2020, the telecom services industry reached worldwide revenues totaling $1,311.25 billion.
Major U.S. Players Revenue in Billions

Source: Statista

In the United States, the top four companies based on revenue in 2020 consist of AT&T, Verizon, T-Mobile, and
U.S. Cellular. As shown above, Verizon is amongst the top two companies, trailing behind AT&T by approximately
$43.47 billion. North American companies make up approximately 28.06% of the global revenue for 2020. Verizon
Communications Inc. and AT&T are the largest companies in the world based on revenues for 2020. The global
median annual revenue growth rate is 2.38%. Verizon’s annual growth rate is currently 1.87%. The median return on
assets growth rate in the United States is -1.0%, compared to 1.9% globally. Investors in the U.S. would normally be
concerned with this statistic, but Verizon has managed to maintain a current growth rate of 2.12%. This allows for
the company to be more appealing for prospective investors in this region of the globe.
Verizon is in an excellent position competitively, being amongst the highest grossing companies for 2020, nationally
and globally. In the US alone, Verizon has been on the forefront of the integration of 5G services. In 2015, Verizon
created the 5G technology forum, involving key partners to move forward with the future of the ecosystem. The
company later released the 3GPP 5G new radio standard in 2017. Furthermore, Verizon began deploying 5G on
mobile connections in 2019, which became the first company in the world to do so.
With 5G being the newest innovation in the industry, the top companies are pushing their operations to expand their
5G coverage as quickly as possible. In the United States the forecasted number of mobile 5G connections is

Source: Statista

Source: Statista
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expected to rise from 2 million to 218 million connections within 6 years of 2019. That is an increase of 10,800%.
By 2025, North American will only make up a forecasted amount of approximately 15.07% of the total global 5G
connections. Verizon will continue to expand their 5G infrastructure to upgrade consumers and businesses to the
latest broadband network.
According to StartUs insights, the top trends for the telecom services industry in 2021 include the Internet of Things
(IoT). With the expansion of 5G infrastructure and connectivity, new possibilities will emerge in the Internet of
Things. 5G allows for much faster connections amongst devices, currently peaking at around 1.8 Gbps vs 678 Mbps
on 4G LTE. This allows for an increase in speed of approximately 165.49%. It is stated that 5G will be able to reach
speeds of up to 10 Gbps in the near future. The larger bandwidth, faster connection speeds, and lower latency will
make it possible for new applications in the Internet of Things to be possible along with machine to machine
automation. According to Professor Ahmed Banafa, it will also allow businesses in this space to lower costs as the
faster speeds and larger number of devices to be connected will allow for more efficient productivity.

Financial Analysis

Source: Yahoo Finance

Source: Yahoo Finance

Revenue and Profit Margin
Verizon Communications Inc. has been steadily increasing its revenue over the past 5 years. There was a slight dip
in 2020, with a decrease of approximately $4.0 billion. This occurred because of the global Covid-19 pandemic that
appeared in that year. The pandemic caused wireless services revenue to decrease due to an increase of people being
at home. There was also a decrease of in-store engagement, which lead to lower amounts of sales. Finally, overall
customer behavior was greatly impacted by the pandemic. With many people losing or seeing a decrease in their
income, they were focusing on spending disposable income on necessities rather than upgrading or switching their
wireless/wireline products. As shown on the graph above, profits margins saw a large decrease in the year 2018 but
have been steadily rising since that year. This was in part due to an increase of 3.9% in operating expenses. Along
with the increase in operating expenses, Verizon received a $9.956 million tax rebate in 2017. When looking farther
Page 7

back in years prior to 2017, it will be shown that 2017 was actually a spike in the graph, and the prior years will
show a similar path being followed as 2018 to the trailing twelve months.
Dividends and EBITDA

Verizon Communication Inc. dividends continue
to rise following a healthy growth path of
2.54%. The company’s dividend yield is
currently one of the highest in the industry,
seated at 4.89%. This yield is well above the
market average of 1.6% allowing for Verizon
shares to have a competitive appeal in this
aspect.

Source: Yahoo Finance

From 2017 to the trailing twelve months,
Verizon’s EBITDA has been following a
positive trend, growing from approximately
$42.5 billion to $48.0 billion. This shows
Verizon has been performing well from its
operations and continues to do so on a scale of
profitability.

Source: GuruFocus
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Profitability Ratios

Source: MacroTrends

Source: MacroTrends

Return on equity and return on assets have been relatively steady following the tax rebate Verizon Communications
Inc. received, which caused the company’s net income and therefore ROE and ROA to spike in 2017. With return on
equity resting in the range of 25-30%, Verizon gains more appeal from investors, especially those that look for a
high return on equity as a key element in their searches.

Comparable Company Analysis

Source: Thomsonreuters

As seen in the table above, the 5-year dividend yield average consists of a high of 6.1% and a mean of 3.1%.
Verizon’s 5-year average dividend yield is 4.5%. Compared to the average of its peers, Verizon has a yield 1.4%
higher. Verizon is also a cheaper stock when taking a look at the price to earnings ratios of the table. Verizon shares
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are approximately 2.7x cheaper than the average of its peers in the U.S. market. One concern investors may have
when looking at this table is Verizon’s earnings per share compared to that of its peers. Verizon falls well below the
average, but that is due to the average being skewed much higher by Alphabet Inc. Verizon produces higher
earnings per share than AT&T Inc., T-Mobile US Inc., and Comcast Corp, with only Microsoft Corp, Alphabet Inc
Apple Inc, and Charter Communications Inc beating the company. One cannot look at just one of these ratios to
choose the right company to invest in though. Therefore, Verizon stands out amongst its peers.

Valuation
Dividend Discount Model
Assumption 1:

In the first dividend discount model, a one-stage growth model was used with a growth rate of 2.54%. This was done
because the growth rate of Verizon is lower than the historical growth rate of the U.S. economy of approximately
3%, along with also being lower than the cost of equity capital for the company. The cost of equity capital was
calculated to be 3.63%. Using these calculations in the dividend discount model, the average price of a share of
Verizon Communications Inc came out to be $146.53. This assumption has a weight of 45% of the total target price.
Assumption 2:

In the second dividend discount model, a two-stage growth model was used, following a linear path. The growth rate
and cost of equity capital used were the same as the ones used in the first assumption of the model. With the twostage model, the first stage has a 10-year time of growth. This was used due to the trends in the industry occurring,
such as the implementation of 5G. With 5G, Verizon will be able to continue its dividend growth rate of 2.54%. The
terminal growth rate of 0% was chosen because the advances in technology along with the changes the
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telecommunication services industry will come across in a decade. Verizon has been able to adapt to changes in the
past, but the percentage was chosen to remain conservative in this valuation. Following the application of the model,
the average price per share was calculated to be $90.80. This also contains a weight of 45% of the target price.

Free Cash Flow to Equity Model
Assumption 1:

The Telecommunication Services industry has very high and fluctuating free cash flows, so using this model will
produce a much larger average price than the dividend discount model. A growth rate of 2.41% was calculated using
this model. Again, a one stage growth path was used due to the low growth rate in comparison to the cost of equity
capital and the historical US economic growth rate. The cost of equity capital came out to be 3.63% as it did in the
previous model. After running the model, an average price of $519.58 was calculated. With the fluctuations of free
cash flows in the industry, along with the very high calculation compared to the dividend discount model, this model
received a weight of 5% of the target price of a share of Verizon Communications Inc.
Free Cash Flow to Equity Model
Assumption 2:
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As previously stated, the Telecommunication Services industry has very high and fluctuating free cash flows, so
using this model will produce a much larger average price than the dividend discount model. In this assumption of
the model, a three-stage growth rate was chosen. The first was calculated using the 2009 to 2011 and 2019 to the
trailing twelve months (TTM) averages of the company’s free cash flows. A growth rate of -10.79% was calculated
because the company has a lot of cash outflows within its capital expenditures for the TTM which can be expected
with the inclusion of 5G. The second stage of the model uses a calculated growth rate of 2.41% when only using the
free cash flows of 2010 and 2020. The third stage of the model uses an estimated growth rate of 0% to remain
conservative. This was done under the assumption that in 10 years, 5G will have maximized its influence on the free
cash flow growth of the company, and Verizon will be conducting its research and development on the next phase of
data capability. The cost of equity capital came out to be 3.63% as it did in the previous model. After running the
model, an average price of $275.21 was calculated. With the fluctuations of free cash flows in the industry, and
remaining conservative on the outlook of the company’s offering, this assumption of the model received a weight of
5% of the target price of a share of Verizon Communications Inc.

Summary
Following the assumptions made in both the dividend discount model and the free cashflow to equity model, a target
price of $146.54 was calculated for a share of Verizon Communications Inc.

Investment Risks
Technological Risk
Verizon Communications Inc. is subject to the risk of cyber-attacks, as other firms in the
industry are. These attacks can bring down communications for a period of time, and cause
the stock price to quickly decline, as it has for other companies in the past. Another form of
technological risk Verizon faces is the rapid advancement of technology. This poses a
competitive risk for the company because if it had not been at the forefront of 5G, the
company’s revenues may have drastically decreased. Firms in this industry must constantly
look for new innovations to produce or get swept up by their competitors in the future.

Economic Risk
Verizon faces an economic risk of product demand. The company’s products and services are
not seen as a necessity by many consumers, so in the event of an economic collapse, demand
may highly decrease. This was seen with the Covid-19 pandemic that occurred in 2020.
Consumer behavior was impacted by the pandemic, causing the company to record lower
wireless service revenue along with less instore engagement.
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Regulatory Risk
Verizon is subject to regulatory risks such as the imposition of restrictions on their products
and services by governments or agencies. This can be done by not allowing the company to
provide its services in certain areas or restrict them for a period of time. This occurred
multiple times during the Covid-19 pandemic, when Verizon representatives were restricted
on the depth of the services, they were able to provide to internet customers. If the FCC were
to not renew Verizon’s licenses, a material adverse effect would be caused on the company’s
operations and financial condition.

Financial Risk
Verizon currently has a high debt level of $118.5 billion outstanding. If the company were not
able to retire its existing debt, it would lead to consequences such as: dedicating significant
amounts of cashflows from operations to pay off debts, it would be difficult to acquire future
financing, it would reduce flexibility in planning or reacting to changes in the industry and
make the company more vulnerable to a downturn in its business.

Sources: Verizon 10-K
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